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  I-Dutch Disease
 ‘Dutch Disease’ is a term coined in the late 1970s 
after economists identified a link between the 
discovery of large deposits of natural gas in the 
Netherlands and the decline of its manufacturing 
sector
 It is called “Dutch” because this phenomenon 
occurred in the Netherlands when natural gas 
extraction in that country grew rapidly and 
“disease” because other sectors of the economy 
were badly affected 
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4Dutch Disease Literature 
The Dutch Disease phenomenon describes the 
coexistence within the traded goods sector of booming 
and lagging sub-sectors.
The Dutch Disease literature examines the effects of 
an expansion of a traded sector on the rest of the 
economy. 
          Dutch Disease Literature 
 Traditionally, the booming sector is referred to be of 
an extractive kind (e.g. oil or gas) and the 
manufacturing sector is expected to be under 
deindustrialisation pressure (Corden and Neary, 1982 
and Corden,1984).
 Australia experienced a boom in its mining industry 
over the period 2007-2013 with huge demand for its 
minerals to fuel growth of industry in China and other 
emerging Asian economies (Corden, 2012, Dwyer, 
Forsyth and Spurr, 2013)
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Dutch Disease and Tourism literature
 There has been some discussion of Dutch Disease 
in the tourism literature.
 Today’s lecture will be based on one model of 
Dutch Disease in the tourism literature
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7         Main Goals of Today’s lecture
 To provide an integrated trade theoretic approach 
for examining the macroeconomic implications of 
changes in tourism expenditure on outputs, income 
distribution, unemployment, internal labour 
migrations and most importantly, on national welfare 
in a developing country or a small island economy. 
 To show that trade theory can provide useful 
guidance for policy-makers and others interested in 
assessing the welfare effects of tourism on a host 
community.
8  Main Goals (cont.)
 This discussion is theoretical  but it addresses 
several issues that can have practical relevance for 
developing countries and small island economies 
(SIEs) that are specialised in inbound tourism : 
urban unemployment, rural-urban migrations, 
coastal tourism, etc.). 
 This discussion also gives a more precise economic 
explanation of the distinction between ‘impacts’ and 
‘net benefits’ of inbound tourism growth in a host 
country. 
9                  Main Goals (cont.)
 By examining the mechanisms via which coastal 
tourism expansion can benefit or harm a small open 
island economy, this lecture addresses the 
complexities that surround the economic evaluation of 
impacts, costs and ‘net effects’ of tourism growth on 
the host-community. 
 This lecture also shows how general equilibrium 
technique & trade theory can be used to analyse the 
causes of changes in residents’ welfare. 
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 There are several studies on the economic effects of 
inbound tourism boom in host countries. 
 Most of them have been based on input-output 
analysis and multiplier techniques (Andrea and 
Paolo’s lectures).
 Dominant techniques used to assess the economic 
impacts of tourism :
* multiplier analysis 
* input-output models 
II- The Economic impacts of tourism : an 
overview of the literature
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Traditional Economic Approach
 While these techniques capture some of the economic 
impacts of tourism, they are based on incomplete 
partial-equilibrium frameworks with restrictive 
assumptions. 
 These assumptions mean that, in practice, these 
approaches ignore the presence in the economy of :
*constraints on resource availability 
*competition between sectors for scarce 
resources
*market relationships between sectors
*role of price adjustments. 
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Traditional Economic Approach
 The specificity of tourism is also not captured and an 
expansion in inbound tourism is modelled like any 
other demand shock (on private investment, domestic 
consumption...). 
 As a result:
* indirect and feedback mechanisms are not taken 
into consideration
* these techniques tend to overestimate the net 
benefits of a tourism change (whether that change is 
positive or negative) 
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In reality 
 The economy of a country is an integrated system in 
which indirect and feedback mechanisms are 
important, along with direct mechanisms. 
 Resources are limited and allocated by (sometimes 
imperfect) markets. 
 There is strong competition between sectors, and 
price effects matter.
 Any change in tourism expenditure is likely to 
change both outputs and prices.
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In reality 
 Any change in tourism demand may have negative 
impacts, which can be as strong as the positive 
impacts and sometimes even stronger. 
 Consequently, any attempt to assess tourism’s 
impact must distinguish between impacts and ‘net 
effects’.
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New Approach: General equilibrium model
 An accurate assessment of the net benefits from an 
increase in inbound tourism requires a general 
equilibrium approach that recognises the integrated 
nature of the economy.
 The development of general equilibrium 
frameworks in the tourism literature has provided 
tourism economists with a new approach to analyse 
the impacts of tourism development on other 
industrial sectors and to highlight the inter-sectoral 
linkages without being restricted to fixed prices and 
wages. 
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New Approach: General equilibrium model
 This technique models :
- market for goods and services
- factors of production
- consumer spending
- external constraints
- links between sectors
Copeland's view (1991)
 Most of these studies support Copeland's view 
(1991) that the main channel through which an 
increase in domestic or international tourism may 
alter national welfare is a change in the real 
exchange rate (or terms-of-trade) of the host 
economy.
 Copeland (1991) indicates that international 
tourists visit the host-country and consume mainly 
local amenities and non-tradable goods, such as 
scenery, climate, heritage & culture, nightlife & 
restaurant meals, and shopping opportunities. 
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Copeland's view (1991)
Because tourism turns non-tradable goods and 
services into exportable goods and services, the 
symptoms of Dutch disease can also result from a 
demand shock of inbound tourism booms as opposed 
to the traditional Dutch disease supply shocks, such as 
discoveries in natural resources.
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Copeland's view (1991)
 Copeland (1991) argued that a tourism boom tends 
to raise the demand and hence the prices of non-
traded goods (i.e. improvements of the so-called 
secondary terms of trade), expanding their 
production at the expense of the traded sectors and, 
in particular, the manufacturing sector. 
 This argument suggests that a tourism boom can 
lead to de-industrialization, consistent with Dutch 
Disease
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              Other studies
The welfare implications for tourism have since been 
examined by Hazari and Kaur 1995; Nowak and Sahli 
1999, 2007a, 2007b; Chao, Hazari, Laffargue, Sgro 
and Yu (2006), Capó, Font and Nadal, (2007), and 
Holzner (2011). 
Most of these studies follow the ‘Dutch disease’ 
literature in some way and suggest that an increase in 
tourism demand could change the country's patterns 
of production and specialization, in particular by 
crowding out traditional internationally traded sectors.
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          Computable General equilibrium model
Adams and Parmenter 1995; Zhou et al, 1997; Dwyer 
et al. 2004, 2005 2013; Blake et al. 2003; Gooroochurn 
and Sinclair 2005, Gooroochurn  and Blake, 2005, 
Holzner 2011)
Computable General Equilibrium (CGE) modelling has 
the advantage of being able to simulate the impacts on 
tourism of different policy changes 
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III- Modelling Tourism’s Economic Impacts on Real    
      Income 
 Objectives
 Assumptions
 Structure of the model
 Consequences of a tourism boom: main results
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                   Objectives
 Main objective : examine how an inbound tourism 
boom could make developing countries residents’ 
worse off 
 Secondary objective: explain how a tourism boom can 
affect the key economic variables of this economy.
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          Key economic variables
- Income distribution
- Prices
- Structure of production
- Unemployment
- Labor migration between regions 
- Net benefit (national welfare)
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III-1 Main assumptions
H1- International tourism 
H2- Rivalry between tourism and agriculture
H3- Harris-Todaro structure of the labor market  
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H1- international tourism
 International tourism : consumption of domestic 
traded and non-traded goods and services by 
foreign tourists inside the host-country
 Tourism = exporting sector thanks to the 
international mobility of consumers
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H2- Rivalry between tourism and agriculture
 Competition between agriculture and tourism for land 
and labor
 This hypothesis is corroborated by numerous empirical 
studies regarding the Caribbean and the Canary 
islands where the tourism sector exists at the 
detriment of both export and subsistence agriculture. 
 The same can be said of other Mediterranean islands, 
such as Cyprus, Malta, Greek islands (Crete, Myconos, 
Corfu, etc.). 
 This assumption is not relevant  to all SIEs. In some 
cases, tourism could promote agriculture
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H3: Harris-Todaro structure
 The theoretical model chosen to represent this 
economy is based on Harris-Todaro framework of 
urban unemployment and coastal-urban migration 
(Harris and Todaro 1970). 
 The assumption is based on the fact that in a 
number of SIEs, the labour market consists of quite 
distinct segments that are linked with one another 
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Segment 1
 In the first segment, the labor market is regulated 
and wages are set by a set of ‘institutional’ forces 
(minimum wages; trade unions; public sector pay 
policies; and labor codes) that aim to assure 
workers an ‘adequate’ standard of living by 
keeping the wages above market-equilibrium level. 
 This category generally includes ‘modern/formal’ 
manufacturing industries, public services and 
service industries that are quite often in urban 
areas (banks, insurance companies...). 
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Segment 2
 In the second segment, wages are determined in a 
very neoclassical way, leading to equality between 
the supply and the demand of labor. 
 It includes activities described as "informal" as well 
as agriculture, where a competitive wage 
determination predominates.
  In these sectors, even if labor laws exist, they are 
rarely respected 
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H3: Harris-Todaro structure
 In some sectors 
(manufacturing): 
wage rate fixed at a 
level higher than the 
competitive one
          
    unemployment
 In other sectors 
(agriculture,tourism): 
competitive labor 
market and flexible 
wage rate 
 
     full-employment of
          labor
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Tourism labor market 
 In tourism activities, both of these wage structures 
are used.  
 In small tourism firms, there is a high wage 
variability and it is well known that unionization is 
minimal and "under the table" is common. The 
labour market here has a competitive structure. 
 However, in large organisations where 
international hotel chains are concerned, the labor 
market tends to be organized in the same way as 
the industrial sector
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Tourism labor market (cont)
 But even if the two segments exist side by side, two 
reasons lead us to assume that flexibility is generally 
predominant: 
* Reason 1: small and mid-sized tourism businesses 
predominate, both in developing and developed 
countries [ILO (2001)].
* Reason 2: tourism activities are highly seasonal in 
nature, thus creating fluctuating labour needs. 
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 In the urban 
region: wage rate
   is fixed at a level 
higher than the 
competitive one 
(unions, respected 
legislation…) 
          
    unemployment
In the coastal 
region: flexible wage 
rate (small hotels are 
predominant in the 
tourism sector). 
 
     Full-employment of 
labor
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    Model Structure
 
(L S , T S ) (L A , T A ) 
Tourism : S S Agriculture : S A 
T 
L 
   COASTAL REGION 
REGION 
          ( H.O.S structure) 
Full-employment 
      Industry: SN  
   (L N ,K) 
     Unemployment 
 L 
migration 
 (Harris-Todaro) 
    URBAN REGION 
 
           (R.V.J structure ) 
                     Variables
  LS : The number of employees in Tourism
 LA: The number of employees in agriculture 
 LT+LS: Total number of employees in the coast
 LN : The number of employees in the 
manufacturing sector
 TS : The allocation of land to the tourism sector
 TA  : The allocation of land to the agriculture 
sector
 K: The allocation of capital to the manufacturing 
sector 
                      Variables
 Lch: Urban unemployment 
 LN+Lch = Lu : The total urban labor force 
 Ratio of unemployed to employed workers in 
the urban area : 
                    Variables 
 SN : Output of the manufacturing sector
 SS : Output of the tourism sector
 SA: Output of the agriculture  sector 
 t: Rental price of land 
 r: Rental price of capital 
 wc  : coastal wage rate
      :Urban wage rate Uw
                     Variables
 PS : Tourism price 
 PA : Agriculture price 
 PN : Manufacturing price 
 National income 
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Migration Flows
 Wc :  wage rate in the coastal region (flexible)
   __
 Wu: wage rate in the urban region (fixed)
   
 Wue: expected wage rate in the urban region
          _
   Wue= Wu x Probability to find a job in the urban region
With the Probability to find a job in the urban region:
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Migration Flows
              
 If Wc > Wue, then migration from the city to 
the coast
              
 If Wc < Wue, then migration from the coast  
to the city
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Coastal region
 The coastal region has a Heckcher-Ohlin-Samuelon 
(HOS) structure, as revealed by the equations (5)-
(6) and (9)-(10). 
 Because of this HOS structure, we have to consider 
the factor intensity of both the agricultural and the 
tourism sectors. 
 But unlike the standard HOS model, the labour 
supply here is variable because of migration flows 
between the urban and coastal area. 
43
Other assumptions 
 In order to simplify the analysis, we made some 
other simplifying assumptions 
• absence of domestic and outbound tourism (a likely 
hypothesis for a SIDS). 
• Goods and services produced by the urban sector SN 
are only consumed by residents, but not by foreign 
tourists. 
• The agricultural goods and the urban goods are 
available to all residents, regardless of their location.
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III-2-Impacts of Tourism boom
with
 DFT : foreign tourists’ demand for the tourism sector
 PS  : Tourism price
  Δ : parameter that captures exogenous factors like the real 
income or tastes of international tourists, special events 
(World Cup, Olympic Games).   
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Impacts of Tourism boom
 In our economy, an inbound tourism boom 
is captured by an exogenous increase in .
 The price PS of tourism products is 
determined by the confrontation of the 
country’s domestic supply Xs and DFT
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Increase of tourism price
 The immediate consequence of this tourism 
boom is an excess demand in the tourism 
sector, which due to the differentiated 
nature of the tourism product, provokes an 
increase in its price Ps. 
 This increase of Ps is at the origin of the 
double effect on national welfare 
(equation 17).
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Variation of the  national welfare
 
         (1)   -   (2) 
(1): Terms of trade effect 
    (2): Unemployment rate effect 
 ˆˆˆ  chSS Py
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                       : Share of international tourism 
receipts in national income.
                         : share of national income which 
would have been paid to unemployed workers had 
they chosen to continue to work on the coast at the 
prevailing wage rate. 
                    :  urban unemployment rate.  Uchch LL
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Increase of tourism price
 First, this increase brings about a gain in welfare to 
the residents because of the country's terms-of-trade 
improvement.
 Secondly, the rise in Ps modifies the cost of urban 
wage distortion. It changes factor incomes in the 
coastal region according to the factor intensities of 
each sector,  thus breaking the equality between the 
rural wage and the expected urban wage. 
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Increase of tourism price
 This imbalance gives rise to labor migratory 
flows between the two regions resulting in a 
decrease or increase in the urban unemployment 
rate. 
 The value of the urban unemployment rate is 
reflected by the unemployment effect term in the 
equation related to the change in residents’ 
welfare,  which can be positive or negative.
51
                       : Share of international tourism 
receipts in national income.
                         : share of national income which 
would have been paid to unemployed workers had 
they chosen to continue to work on the coast at the 
prevailing wage rate. 
                    :  urban unemployment rate.  Uchch LL
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 A reduction in unemployment leads to the creation of 
income which further adds to the gain provided by the 
appreciation of the real exchange rate 
 ⇒Net effect of tourism boom on domestic welfare 
    is unambiguously positive. 
 An increase in unemployment leads to a reduction in 
available income, which reduces the gain brought 
about by the term of trade effect and could even 
eliminate this gain entirely 
⇒ Net effect of tourism boom on domestic welfare 
         is ambiguous. 
Variation of urban unemployment rate
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Two situations
 Case 1: tourism is more labor intensive than 
agriculture (unambiguous positive net welfare effect)
 Case 2 : tourism is more land intensive than 
agriculture (ambiguous net welfare effect)
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 Two Situations
Case 1: Tourism 
labor intensive
Case 2: Tourism 
land intensive
Terms of trade 
effect (1)
      +      +
Unemployment 
rate effect (2)
       -       +
Variation of real 
welfare: (1) – (2)
        ++
Unambiguous 
positive net 
welfare effect
 (+) or (-)    
Ambiguous net 
welfare effect
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Impacts of Tourism boom
 Increase of tourism price
 Expansion of tourism production
 Decline of agriculture production
 Labor Migration between the two regions
 Variation of the national welfare (+) or ( –)
If (+) : welfare gain  to the resident community
If (–) : welfare loss  WHY????
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Case 1: Unambiguous positive net welfare effect
 This case requires that tourism sector to be 
relatively more labor intensive than the 
agricultural sector. 
 According to the Stolper-Samuelson theorem, 
the increase in Ps causes the labor remuneration 
in the coastal zone (Wc) to rise and the rental 
price of land (t) to fall. 
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  Stolper-Samuelson theorem 
 It states that as long as both factors of production 
remain fully employed, an increase in the price 
of a good will cause an increase in the price of the 
factor used intensively in that sector and a 
decrease in the price of the other factor. 
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Case 1 : Unambiguous positive net welfare effect 
(cont.)
  The coastal wage becomes higher than the 
expected urban wage rate (Wc>Wue)
 As urban jobs become less attractive, some 
unemployed workers decide to move to the 
coastal area.
 This drop in unemployment is accompanied by a 
rise in the economy's total production that results 
in additional incomes.   
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Coastal sector outputs
 The rise in PS is the cause of two mechanisms : price 
effect & quantity effect (resource movement effect). 
 The price effect : the increase of PS stimulates 
tourism production at the expense of the agricultural 
sector.
 The quantity effect is a result of labor migratory 
flows. 
 The arrival of additional workers in the coastal area 
(following the migration flows) brings about an 
expansion of the more labour-intensive sector, in this 
case tourism, and a decline of the more land-intensive 
sector, here agriculture (Rybczynski effect ).
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    Rybczynski Theorem
 It states that at constant commodity and 
and factor prices, and when an economy 
continues to produce both goods, an 
increase in one factor endowment will 
cause the output of the good intensive 
in that factor to increase by a greater 
proportion and will reduce the output 
of the other good.
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Case 2 : Ambiguous net welfare effect
 This case requires that the coastal tourism sector  
is relatively more land intensive than the 
coastal agricultural sector. 
 In the presence of a land-intensive tourism sector 
and in accordance with the Stolper-Samuelson 
theorem, the increase of PS rises the land rental 
rate (t) and decreases the coastal wage rate (Wc) 
which then becomes inferior to the urban 
expected wage rate.  
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     Case 2: Ambiguous net welfare effect (cont).
 A migration from the coast to the city takes place 
reducing the total labour available on the coast 
and increasing the number of urban unemployed 
workers as well as the ratio of urban 
unemployment      >0.
 This causes a loss of real income in the host 
community and weakens the welfare gain provided 
by the positive terms of trade effect. This loss 
could be even superior to the initial gain  ⇒
immiserization of the resident community. 
ˆ
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Coastal sector outputs
 As in situation 1, the coastal sector outputs are 
determined by a price effect and a resource 
movement effect.  
 The increase of Ps stimulates the output of the 
tourism sector to the detriment of the output of 
the agricultural sector (price effect).
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Coastal sector outputs
 The resource movement effect is a result of 
migration flows. 
 According to the Rybczynski theorem, the 
decrease of the coastal labor force (following the 
departure of labors to the city) leads to the decline 
of the more labor-intensive sector, here 
agriculture, and the expansion of the land-
intensive sector, tourism. 
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                        Conclusions
 This theoretical framework identifies the factors 
through which tourism expansion can benefit or 
harm a SIE.
 Results obtained here are not meant to discredit 
tourism activity in this kind of economy but to show 
that in addition to the environmental, social and 
cultural costs traditionally recognized in the 
literature, tourism can also, under certain 
conditions, be the origin of economic costs. 
 At times, these economic costs can be so high that 
they result in the immiserization of the resident 
community.
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                       Conclusions
 The proof of these economic costs´existence  
challenges the popular assumption within much of 
the literature that tourism is an effective  vehicle 
of welfare improvement in developing 
countries/SIEs. 
 Policy makers should give due consideration to the 
general macroeconomic equilibrium technique and 
CGE modelling when deciding on a tourism 
development strategy.
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